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CHAPTER I 
BASIC INFORMATION ON THE ECONOMY 
The vas t disparities in the s t andard of l i v i ng be-
t ween the rich and the poor nations are one of t he charac t er-
istics of our age . One-fifth of humanity comprising the eco-
nomically developed countries has an average per-capita income 
of around one thousand dollars per year, while the underdevel-
oped two-thirds of humanity has an income of about fifty dol-
lars per year. 1 These disparities are growing proportionately 
as well as absolutely. 
These differences are not solely due to differences 
in the natural endowments of various regions of the globe, but 
are due, in part, to past accumulations of material equipment 
and human knowledge through education. Western Europe and the 
United States have attained their present high s tandard of liv -
ing through a process of r apid economic growth during the past 
two centuries. The regions of Asia and Africa , which di d not 
participate in the development, have simply been left behind. 
There is a growing awareness among the peoples of 
the underdeveloped countr i es of economic conditions in differ-
ent parts of the world and how they have been brought about. 
lstatis tical Office of the United Nat i ons, Per Capi ta National 
Product of Fifty-five Countries (New York: 1957), p. 8. 
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Thi s leads them to bel i eve that they need not accept chronic 
poverty and subs i stence living as their predest i ned lot in 
life. These peoples have been and are fired by the belief 
that it is possible to raise their standard of living above 
mere subsis t ence level through capital investment and sound 
economi c management. They are encouraged by many spokesmen 
for the advanced count ries, who not only feel that conditions 
can be improved by practical programs of development, but also 
point out that political stability in underdeveloped count r i es 
is not a possibility without economi c s t rength. 
Indus t rialization is given a prominent place in most 
all programs of development envisaged by these count r i es. The 
reason for thi s i s not hard t o find. Underdeveloped count r i es 
have observed, rightly or wrongly, that there i s a di rec t cor-
relat i on be t ween the degree of i ndustr i alizat ion and wealth 
and living s t andards of the advanced nations. In contrast, 
the underdeveloped nations have long had one-sided , non-
diversified economi es, specializing i n primary production. 
Too long has such an economic structure been associated with 
poverty. 
Because it is selling its pr imary produc t s largely 
to the industrialized sector of the world , the underdeveloped 
country is subject t o the periodic cyclical fluctuat i ons which 
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originate in these countries. Due to the typically inelas tic 
demand for these products, the primary producing countries are 
hard hit in times of depression. An economy whi ch has to de-
pend, in the main, on the export of primary products naturally 
suffers from pronounced instability. 
An economy of thi s type contributes little to the 
economic development of a country and renders society weak, 
economically and politically. I t is this weakness that the 
underdeveloped areas are trying to remedy; also measures to 
s t reng then the economy would lead to the goals of higher 
s tandards of living. They are using a two-way approach to 
overcome thi s weakness. They are attempting to strengthen 
their present agricultural economy through improved produc-
tivity; they are also attempting to broaden the base of 
their economy by widening their industrial base. Such diver-
sification will, it is hoped , supply the economic stability 
so much required by these nations. The belief that diversi-
fication i s the key to economic stability has lost some of its 
validity today, in the light of a better understanding of 
bus iness cycles in the larger indus trial countries. Yet in-
dustrialization, per se, is s till looked upon as providing 
the necessary s timulus for the economic growth of the under-
developed areas. 
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Ceylon is no exception. Her economy is largely de-
pendent on the export of three agr i cultural commodities: tea, 
rubber, and coconut. Her people are, by compar i son t o those 
of the advanced nat i ons, poor. Her preoccupation wi th rai s ing 
the s tandards of her peoples is understandable. Her need fo r 
economi c stability i s vital. She seek s for a balanced growth 
in her economy by increas ing productivity in agriculture and 
by embarking on a program of indus trialization. What follows 
is an attempt to develop the rationale for indus trial develop-
ment in Ceylon within the framework of available resources. 
A special attempt i s also made to fit an automobile tire in-
dus try into such a development program, i n order to demonstrate 
the contribution that such an indus try coul d make to the Cey-
lonese economic life. 
Resources 
The people have a two-pronged relationship with eco-
nomic development of a country. As a resource, people are 
available as a factor of production for economic combination 
with other resources i n productive activity. The desires 
and aspirations of these same people, in their role of con-
sumers , se t the goals of economic development, which in turn 
determine the extent of utilization of the available resources. 
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It follows that the size, composit i on, and socio-cultural char-
acteristics of a people are bas i c de terminants of the pace and 
level of economic development. 
According to offi cial figures, publi shed recently 
and shown in Table 1, the t otal populat ion in Ceylon amounted 
to 8,097,895 in the year 1953, when the last general census 
was taken. 2 
TABLE 1 
POPULATION OF CEYLON, CENSUS YEARS 1871-1953 
Census Year 
1871 
1881 
1891 
1901 
1911 
1921 
1931 
1946 
1953 
Total Population 
2,400,000 
2,759,000 
3,007,800 
3,566,000 
4,106,400 
4,498,600 
5,306,900 
6,657,300 
8 , 09 7,9 00 
Source: Depar tment of Census and Stati s tics , Stati s tical 
Abstrac t s of Ceyl~, 1959, Table 8, p . 17. 
About 70 per cent of the population i s concent rat ed 
in the southwes t quarter of the island. This area contains 
about two-thirds of the total cult ivated land and most of the 
industry. The population dens ity reaches over 700 per square 
2Estimates made by the Depar t ment of Census and Stati s tics 
give a figure of 9 ,929, 300 as the t otal population of Ceylon 
in 1959. 
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mile in thi s region, compared to a figure of 320 for the whole 
of Ceylon, and the pressure of numbers on the lands of the 
countryside is severe. Outside of the southwest section there 
are only two pockets where agricultural conditions have en-
couraged settlement. These are the Jaffna peninsula, at the 
extreme northern tip of the island and a strip along the east 
coast. The remainder of the population is scattered thinly 
over the dry zone, a region of limited rainfall. 
More than two-thirds of the people are Singhalese 
descendants of the early Aryan migrations from Northern India. 
They speak Singhalese and their predominant religion is Bud-
dhism. The largest minor i ty group, about 20 per cent of the 
population, are Tamils of South Indian Dravidi an descent, who 
speak Tamil and are chiefly Hindu in rel i gion. The predomi -
nant Tamil population of the northern part of the i sland stems 
from the early i nvasions from South India. 
A group known as the Moors, mostly Musl i ms, const i -
tute about 6 per cent of the populat i on. They are the de-
scendants of the early Arab traders. The remaining population, 
5-7 per cent, includes Eurasians, Burghers, Malays, Europeans, 
and the aboriginal stock of the island, the Veddahs. Whi le 
racial and religious groupings correspond closely, there is 
a Christian population which cuts across ethnic lines. 
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Christians total about 10 per cent of the population and mostly 
live along the west coast. 
As yet, these ethnic groups have not been moulded 
into a people who believe themselves to be members of a single 
nat ion . The fear of being swamped by the majority has brought 
into being a growing group awareness that encourages each 
ethnic or cultural community to seek in its own past, its 
unique qualities--a search that only accentuates the separate-
ness of each community. 3 Ceylon is aspiring to develop, in a 
cultural, religious, and economic setting unlike that of con-
temporary Europe, some variant of the nation state. This 
concept implies a homogeneity , a unity of sentiment, and a 
way of life that do not yet exist. This lack of unity i s , in 
itself, a formidable obstacle to economic development. 
Apart from mere numbers, human resources must also 
be appraised in terms of their quality and their potential pro-
ductivity in a developing economy. The education that i s avail-
able to the people of a country determines, to some extent , 
these characteristics. A significant contribution of British 
rule in Ceylon was in this particular field, and in the result, 
when Ceylon became independent in 1948, about 60 per cent of 
3Since 1956 , the Tamil minor i ty, through the i r representatives 
in ~arliament, have been demanding a federal form of government. 
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the people were literate. Unfortunately, the system and the 
content of education imparted to the Ceylonese reflected the 
needs of a colonial and plantation economy. This became very 
apparent in the years immediately after independence. The ad-
ministration, steeped in the procedures and ways of thinking 
of a colonial regime, could not keep pace with the urgent de-
mands for action of a newly independent nation . 
The inherent defects of the educat i onal system makes 
for an extremely tenuous nexus between the subjects taught and 
modern living; this has been made more so by an inadequate 
teaching staff. This shows up in a lack of interest in tech-
nology and entrepreneurship. The end result is a people with 
a good cultural background but with little preparat i on for 
participation in economic life. The lack of vocational train-
ing and the deficiencies in scientific and technological edu-
cation4 at higher levels is a major handicap to economic de-
velopment. 
Population is but one of the determinants of the 
level of economic development. Availability of natural re-
sources is another. Different parts of Ceylon show such va-
riation in land and climate that they present remarkable con-
4Total enrollment of students in the University and Technical 
College in 1959 was 5033. A fair number go abroad for higher 
studies. 
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trasts to each other. This differentiation between locali-
ties sets definite limits as to what her people can do. The 
island is roughly 275 miles long and 160 miles across its 
widest, encompassing some 25,000 square miles. It is barely 
25 miles to the southeast tip of India. 
A range of highlands in the south central portion 
of the island causes the southwest monsoon to spill most of 
its supply of rain on the windward slopes and lowlands in the 
southwest quarter of the island. This is traditionally known 
as the wet zone with an average annual rainfall of 113.5". 
Abundant moisture and steady tropical temperatures have fos-
tered in this region the agricultural development which has 
been the foundation of Ceylon's economy in modern times. 
In the remaining three-quarters of the island, in-
cluding the long level north plains, the combination of wind 
and mountain has been less benevolent. Rain falls mainly from 
the northwest monsoon during November to March and from spo-
radic convectional showers. This area is the region of the 
dry zone with annual rainfall of 63.6". 
Ceylon has thus been endowed with a warm tropical 
climate, well-watered in one-third of its area, with a top-
ography which provides for future cultivation if the island's 
waters can be retained and channeled to the dry areas. At 
present, both people and cultivation are concentrated in the 
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southwest area of the island. A more complete utilization of 
the sparsely popu+ated areas would depend on the ingenuity, 
application, and organizat i on of her people. 
Fertile soil, coupled wi th the tropical sun and rain, 
is Ceylon's most exploited natural resource. It i s in great 
measure the prevalence of these conditions that gave Ceylon 
her agricultural economy. Ceylon's agriculture can be divided 
into three fairly distinct sectors . First of all is cult iva-
tion that is export-oriented and dominated by t ea and rubber.S 
It i s located in the highlands of the southwes t and cent ral 
areas. The second sector is the wes t ern farming sec t or, con-
sisting typically of peasant agriculture and concent rat ed in 
the lower lands of the southwest quadrant. Rice and other 
foodstuffs are its mainstays, and it also includes the bulk 
of the coconuts, about half of which is exported. The third 
section is the dry zone. It is largely uncul tiva t ed and the 
problem is one of winning back the land from the jungle. 
Of Ceylon's total land area of about 16.25 million 
acres, 6.75 million acres are considered sui t able for agri-
culture in some form. The acreage devoted t o tea, rubber, 
coconut, and rice , as shown in Table 2, amount s t o 3.6 million 
acres approximately. It has been es tima t ed that another 0.15 
5ot her expor t crops are cinnamon, ci t ronella, and cacao. 
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million acres are devo t ed t o miscellaneous crops. Thi s leaves 
about 3 million acres for fu t ure development. 
TABLE 2 
. . 
ACREAGE OF MAIN CROPS , 1958 
Produc t 
Tea 
Rubber 
Coconut 
Rice 
Acres 
572, 706 
660,725 
1,076,222 
1,346,824 
Source : Department of Census and Stati s tics, Stati s tical 
Abs t rac t of Ceylon , 1959, Table 124, p. 146. 
Ceylon's geographic location as an oceanic i sland 
makes another of nature's resources , the sea, available t o her 
people . It might be expected that the fishing indus t r y would 
be a highly productive indus try . Ac tually the Ceylon intake 
of fish is at a low level, and even t o main tain that level of 
consumption , more than half of her requi rement s have to be i m-
6 por t ed. The main difficul ty i s that the continent al shelf 
of the Indian sub-continent surrounds the i sland, and the 
shallow wat ers offer only a limited ca t ch within the shor t 
off-shore di s tances covered by the pr imitive vessels employed. 
6Fi sh consumption i s roughly 20 pounds per capita per year. 
It has been es timat ed that, in view of t he scarc~ty of other 
food supplies, fish consumption should be a t leas t thir ty-
five pounds per capita per year. 
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Among the other natural resources open t o man for 
development are the sub-soil resources. A comple t e survey 
of the mineralogical resources of Ceylon i s not available and 
the surveys are s till proceeding. What has emerged up t o now 
from these studies is that there are few readily apparent and 
exploitable i ndus t rial raw mat erial resources. The i sland has 
no known depos its of coal and petroleum. Iron ore deposi t s 
are subs tantial bu t scattered. Promi sing ilmenite and monazite 
san ds have been located. The minerals of commerc ial signi f i-
cance at present are graphite, limes tone, glass sands, an d 
various ceramic clays; mi c a i s also present in subs tantial 
depos its. 
While these sub-soil resources have been exploi t ed 
to a certain ext ent, more complete development would ensue if 
electric power was more readily available. Ceylon 's topography, 
rainfall, and contour , which cau se the r ivers t o flow r a di-
al l y out to the sea from the central highlands , have provided 
her with a source of hydro-elec t r i c power. Though plans f or 
such schemes were f i rst mooted as far back as 1922, 7 it was 
not until 1950 that hydro-electric power was made available 
for public consumption . Since then a multipurpose scheme , 8 
7ceyl on , Sessional Paper VI , Repor t of the Indus t r i es Commission 
(Government Press, 1921), pp. 7-10. 
8The Gal-Oya River Valley Projec t has a po t ential of 40 million 
KWH i f the link with the na tional gr i d i s comp l e t ed. 
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provi4ing both irrigati on water and hydro-e l ectr i c power , has 
a l so , been set up and i s presently func tioni ng . The po t ential 
for development i s cons i derable and t he plans are ambit i ous . 
Hi story and Pol i t i cal Development 
The history of Cey+on il l ustrates how t he absence 
of specific or key mater i als can be overcome by t he creativ-
ity of a people and t heir i ngenuity in adapt i ng t hemselves to 
I 
t he i r natural envi ronment. The dry zone was t he log ical 
avenue for t he earliest migrations into the i sland from Indi a . 
It was i n thi s same dry zone, large~y neglected t oday, tha t 
Ceylon achieved t he remarkable levels of development i n the 
arts , rel i gion , technology, and civi l organi zat i on . 
This ancient culture was bui lt on r i ce produc tion, 
which required plenti fu l supplies of water . The dry zone did 
not have adequate supp l i es of water all the year round f or use 
i n t h e r i ce f i elds. The ancient Si nghalese overcame this draw-
back by building artifi cial lakes or "tanks " to contain and 
store the heavy but sporadi c rai n f a ll f or use t hr oughout t he 
9 year . An extens i ve an d f i nely eng i neer ed system of channels 
9Kalaweva, i n use even today , has a water spread area of 4425 
acres wi t h a main channel 53 miles in leng t h, carrying water to 
Anuradhapura to augment suppl i es of Ti ssaweva and Abheyweva 
for irrigat i on schemes . 
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led the water by gentle gradients across many miles of undu-
lating dry lands to the level rice fields. These irrigation 
works and the rice economy which they supported represented 
a striking vi ctory over the natural disadvantages of the drier 
region. 
The tides of thi s ancient kingdom, founded by the 
Singhalese of North Indian Aryan origin , ebbed and flowed for 
centuries. Periods of peaceful accomplishment were i nter-
rupted by successive invasions from South India from the tenth 
to the fourteenth centuries, and by prolonged times of in-
ternal rivalry, conflict, and disorder. War and neglect took 
their toll of the irrigation works and the society which they 
supported. After a last great revival of Ceylon's early cul-
ture, towards the end of the twelfth century, decay was un-
. d 10 lnterrupte . The Singhalese retreated finally to the pro-
tective mountains and the southwest, abandoning the rest of 
Ceylon, save for a few pockets of Tamil settlement, to the 
jungle. 
In this era of decay, Ceylon was an easy conques t 
to the peoples of the West, when they began to open up sea-
borne trade with the East. The Portugese f i rs t made their 
appearance in Colombo on Novemb_er ~ l5, 1505. They were in 
lOG. c. Mendis, The Earl~ History of Ceylon (Calcutta: 1954), 
Chapter IV. 
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quest of trade and entered into a treaty with the king, en-
suring a trade monopoly for them; in return, they were to 
protect the shores of the island. 
Not being content with trade , the Portugese directed 
their efforts at the conquest of the island. Though they were 
not successful in subjugating the internal areas of the coun-
try, the Portugese established their rule in Colombo and the 
seaboard area in 1517. Ceylon was a colony whose resources 
were to be exploited to the full advantage of the conquerors. 
The Portugese were also diligent on behalf of the i r faith, 
Roman Catholicism, and to this end they indulged in cruel re-
ligious proselytism. 
In achieving the i r purpose, the interests of the 
natives peoples were completely ignored. Consumed by a lust 
for conquest, saturated with a greed for commerc i al supremacy, 
impelled by a desire for religious proselyt i sm, they left b~-
hind bitter memories of their rapacity, bigotry, and cruelty , 
which characterized every stage of their progress through the 
11 East. They also left behind a Catholic Christian minority 
with strong beliefs who resisted the efforts of other zealots 
to root it out. 
llcolvin R. de Silva, Ceylon undeE the British Occupation 
(Colombo;, 1953), Ch. 1, p. 4. 
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During the first part of the seventeenth century, 
Portugese power in the Indian Ocean was sharply challenged by 
the growing strength of the Dut ch. The Ceylonese k i ng, desir-
ing to get rid of the Portugese, sought the aid of the Dutch. 
Together, Ceylonese and Dutch forces ousted the Portugese in 
1655. 
The pattern of events characteriz ing the Dutch 
period in Ceylon was similar to that which obtained in the 
Portugese era. They initially carr ied on trade on terms es-
tablished by treaty with the king. Like the Portugese, they 
l a ter attempted to subdue the whole island; and like the 
Portugese, they also had to content themselves with consol i -
dating their power in the coastal areas . The mounta i nous cen-
tral region was st i ll free under a local king . 
Dutch rule has left behi nd some features of lasting 
benefit. Agriculture made apprec iable progress under them. 
They reclaimed vast tracts of paddy land which were lying 
f a llow. They introduced coffee and sugar cane and encouraged 
the growth of cinnamon, cardamous , pepper, and coconut. An 
export trade for agricultura l produc ts was built up and world 
markets opened. Canal communication, providing cheap inland 
transport facilities was deve lope d. The Dut ch codifi ed lo-
cal customary law an d introduced Roman-Dutch law where local 
16 
law was insufficient. Their code is still the basis for much 
of today's legal system. Despite these benefits which accrued 
to the people during their rule, their monopolization of 
every item of profitable trade, unduly harsh and restrict ive 
laws, and rigid religious intolerance provoked a growing hos-
tility in the people.l2 
I n the late eighteenth century Dutch power, like 
that of the Portugese before it, waned in vigour and effec-
tiveness. In Europe, Holland was absorbed into the growi ng 
realm of revolut i onary France. British forces, acting under 
the Anglo-Dutch Hague Treaty of 1788 , undertook a prevent ive 
occupation of Dutch fortresses in Ceylon in 1796 with a view 
to forestalling French action in the Indian Ocean. By the 
Treaty of Amiens in 1802, all the possessions held by the 
British for the Dutch passed to the British crown. But it 
was not until 1815 that the British succeeded in bringing the 
whole island under the sway of one government. 
In 1830 the British introduced a number of reforms 
which were far more revolutionary than anything that had oc-
curred under the Portugese or the Dutch. They undermined 
important elements of the traditional feudal system and laid 
12
colvin R. de Silva, ~· c it . , pp. 13-14. 
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the basis for an island-wide administration under the rule of 
the law. Essential governmental i nstitutions were set up. 
Over the period, communication networks of rai lroads and roads, 
port facilities and public works were built. Schools were 
started throughout the island. Public health was greatly im-
proved. The British also inaugurated a governmental statisti-
cal program of some scope and competence. Beginning about 
1850, the British began the develop-ment of the agricultural 
plantation economy which produced the three export crops of 
tea, rubber, and coconut. 
Resulting from the growing demands of the people for 
participation in the government, the British introduced politi-
cal institutions permitting flexible growth and change. In 
193113 wide powers over virtually all domestic matters were 
given to the national state council, composed of members rep-
resenting territorial constituencies. The members were 
elected by popular vot~ and the electoral registers were com-
piled on the basis of universal adult suffrage. 
As in any evolutionary process, the shortcomings of 
the new constitution were shown up in the course of working 
the system. It was not, however, the desire to remedy these 
l3This constitution was granted Ceylon on the recommendations 
of the Donoughmore Commission appointed by the British Govern-
ment in 1927. 
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defects that was behind the dr ive for further con s titutional 
changes. The leaders of the people urged that the government 
be placed unreservedly in their hands, and that the freedom 
that had been wrested from the people be restored. In 1946 
a further step forward was taken toward the attainment of this 
goal. An i nterim constituti on14 with parl i amentary institu-
tions was promulgated by His Majesty's government. The re-
served power of legislation in foreign affairs was the only 
limitation to complete self-government. 
The last phase in the struggle for political eman-
cipation was fast approaching. On June 18, 1947, the decision 
of the British government to grant Ceylon full and complete 
dominion status was announced by the governor. Ceylon for-
mally became an independent par tner in the British Commonwealth 
of Nations on February 4, 1948. The struggle for political 
freedom was ended, but few then realized the difficulties that 
would beset this newly independent country as it moved on the 
road to economi c development. 
14The interim constitut i on, and that for independent Ceylon, 
was formulated by the Soulbury Commission, appo inted by the 
British Government in 1944 to report on cons titutional reform 
in Ceylon. 
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CHAPTER II 
PRESENT STATUS OF THE ECONOMY 
The two indicators commonly used to evaluate a coun-
try's economic status are the Gross National Product (G. N. P.) 
and, alternatively, the annual per capita income. Despite their 
almost universal usage, there are certain ambiguities associ-
ated with such data1 . For instance, the real growth of an econ-
omy over a period would be reflected in the increase of the 
G. N. P. , provided price fluctuations and cyclical fluctuations 
are taken into account. Similarly, accuracy of per capita in-
comes would depend both on the realistic computation of the 
G. N. P. and on the reliability of the estimate of population. 
In the ultimate analysis, the value of such data i s determined 
by the degree 2of sophistication that is prevalent in the agency 
responsible for the collection and evaluation of such stat i s-
tics. 
The recently published data2 by the Depar t ment of 
Cen sus and Statistics gives a figure of Rs 6,0333 million 
as~ the G. N. P . for the year 1960, while the annual per capita 
lokun and Richardson, Studies in Economic Development (New York : 
Holt, Rinehart, and Winston, 1961), pp. 231-233. 
2ceylon Daily News, Sept. 22, 1961. 
3
one dollar is equivalent to Rs 4.98. 
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income for that year works out to Rs 611. Over the period 1948 
to 1960, i.e. since indepen dence , the G. N. P. appears to have 
increased at an annual rate of 3.5 per cent at constant prices.4 
However, a marked growth in population which occurred dur i ng 
that period, estimated at an annual rate of 2.6 per cent, re-
duced the annual rise in the G. N. P . per cap i ta to only 0.9 
per cent. Such a rate of growth must be considered unsatisfac-
tory. 
Agriculture's Contribution 
A list of the sec t oral components of the G. N. P., 
given in Table 3, provides some interesting informat ion on 
their role and contribut i on to the economy. This sect i on deals 
with the agricultural sector , the main act i vity in t he coun-
try. Roughly 55 per cent of the G. N. P . i s accounted for by 
the growing, processing, and transporting of agricultural corn-
rnodities; and among these the three export comrnodites , tea, 
rubber, and coconut, play a predominant role. They account 
for approximately 30 to 35 per cent of the country's G. N. P. 
and employment and for 90-95 per cent of foreign exchange 
earnings. 
4staternent of the Minister of Finance i n Parl i ament dur i ng the 
budget debate , July 27 , 1961. 
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TABLE 3 
GROSS NATIONAL OUTPUT - CEYLON, 1960 
(in Mi llions of Rupees) 
Domestic exports--Tea, Rubber 
Coconut and other . . . . . 
Locally produced articles con-
sumed in Ceylon . . . . 
Trade other than trade in ex-
port products . . . . . . 
Transport other than transport 
of export products . . . . 
Professions . . . . . . . . . 
Personal and domestic services 
Rents 
Capital development industries 
Government 
Income from abroad 
Value 
1,727 
1,687 
443 
82 
361 
136 
312 
541 
694 
50 
6,033 
% of 
Total 
28.6 
27.9 
7.4 
1.4 
6.0 
2.3 
5.2 
8.9 
11.5 
0.8 
100.0% 
Source: Department of Census and Statistics, Statistical 
Abstract (Ceylon: 1960), Table 252, p. 262. 
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It is a paradox that an agricultural country has to 
earn foreign exchange for purchase of its staple food by ex-
porting agricultural products. But that is how it has been 
and that is how it is now. The fact that specialization has 
gone so far in a society traditionally centered around the 
cultivation of rice may be attributed to the policy of colonial 
development of the British. Their policy was to encourage 
private enterprise, to develop commercial agriculture andre-
lated lines of trade. Encouragement was limited to the devel-
opment of the necessary infrastructure and the provision of a 
favorable climate of enterprise, but without protective tariffs, 
direct subsidies, and government loans. 
Until the middle of the 1930's the world markets for 
Ceylon's exports were such that private capital eagerly took 
advantage of agricultural opportunities . Nearly two million 
acres were brought under plantation economy in two great sweeps 
of activity, each covering nearly thirty years. These two 
great surges in activity straddled the nineteenth and twentieth 
centuries. 
Coffee , the first major money spinner, was struck 
down by the blight and vanished during the nineteenth century. 
British planters then turned to tea and rubber. In the mean-
time, Ceylonese interests took up the planting of coconuts. 
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The peasantry also greatly expanded the area under cultivation. 
Estimated total acreage in 1931 was nearly eight times as great 
as that believed to have been cultivated in 1830, so that, al-
though the population rose to more than five t i mes the 1830 
I 
5 figures, acreage per head increased by nearly one-half. 
All this was not achieved without considerable social 
stresses and strains. In certain areas that were inhabited, 
the expansion of the plantation economy disrupted the rural 
society tha t had contrived to exist on a subs i stence economy 
for several years. A rudimentary cooperative way of life was 
replaced by a money economy, and those activities and objec-
tives supported by cooperative endeavor suffered as a result. 
One such activity was the cultivat i on of r i ce. The 
opening up of plantations resulted not only in the conversion 
of fertile paddy areas to coconut and rubber plantations, but 
caused irretrievable damage to the complex irrigation systems 
that had survived for several years. Even more, plantation 
activi~y, in disrupting rural cooperative life, also under-
mined the essential cooperative structure that was necessary 
to maintain and to repair minor irrigation works that were so 
essential for successful paddy cultivation. Thus Ceylon's 
5ceylon, Sessional Paper III , Utilizati on of Crown Lands (Ceylon : 
Government Press, 1953), pp. 3, 7. 
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preoccupation with export crops and the resultant fall i ng away 
of rice cultivati on has jeopardi zed t he country's food suppl i es. 
The degree of spec i alizat i on that prevails i n the ag-
ricultural sector gave Ceylon suffi c i ent foreign exchange earn-
ings i n times of favorable prices to finance her food i mports, 
consumer goods, and a smal l percentage of capi tal goods. To-
day, i n the context of increasing competition from synthetics 
for rubber, from substitute food-oils for coconut oil, and 
from other producers for tea, Ceylon ' s terms of trade are not 
as favorable as they were in the past . Thi s generally has re-
sulted in a lower level of foreign exchange earnings. Ceylon's 
need for accelerated development means t hat a bigger percentage 
of her foreign exchange earni ngs must be devo t ed to the i mport 
of capita l goods, while still maintai ning, i f poss i ble, her 
imports of food and consumer goods at previous levels. This 
is, in part, the problem she faces. 
Industry's Contribution 
Two world wars and the collapse of the agr i cultural 
commodity pr i ces in the beginning of the t hirties have amply 
demonstrated the vulnerabil ity of Ceylon's economy. Thi s has 
led to insistent demands for i ndustr i al i zat i on, a lthough of 
frequently varying strength. But despite this stress on in-
dustr i al i zation, the actual results have been far from i m-
pressive. 
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Even though a greater measure of polit i cal responsi-
bility in internal affairs in 1931 facil itated attempts to es-
t ab l i sh an industrial base , progress was slow. Shortages dur-
ing World War II did provi de an impetus to the industrial i zation 
dr ive, but the pace did not quicken much. Thus , at the begin-
ning of the deca de of 1938-1948, the contribution made to the 
G. N. P. through industrial activity was Rs 19 mi ll i on and 
represented 2.9 per cent of the G. N. P . At the end of the 
decade, industrial activity had contributed Rs 105 million to 
the G. N. P. and represented 4.1 per cent of the G. N. P. 6 
Admittedly, industrial product ion has shown a slow 
but steady rise throughout the decade of 1950-1960. Yet, at 
the end of this decade, industrial production accounted for 
only Rs 354 million of t he G. N. P . of Rs 6,035 million (5.5 per 
7 
cent). The share of industry in the G. N. P. has risen barely 
perceptibly from 5.0 per cent in 1950 to 5.5 per cent in 1960. 
The government has played an act i ve role in indus-
trialization in an attempt to bring about a qui ck change in the 
sectoral composition of the G. N. P. Initially, the government 
took on this industrial role wi th reluctance. Government visual-
ized its ac tivities in this field as (a) support of research, 
6seneviratne, Central Bank of Ceylon, Research Department. 
Private communication. 
7 Ceylon Daily News (Sept. 22, 1961). 
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(b) erection of model plants, (c ) financing pr ivate individuals 
for the purpose of demonstrat i on an d developrnent. 8 Government 
has moved away from this position, and today, it i s held that 
only the government, through its capacity to tax incomes and 
external commerce and to raise state-backed loans, could corn-
rnand r esources f or the heavy investment necessary for economic 
growth and development. 
The first major attempt of the government t0 ent er 
the field of industrial manufacturing arose as a result of 
World War II. War-time shortages compelled the government to 
proceed with the construct i on of factories, up to that time 
only in the blue-print stage, for the production of acetic 
acid, ceramics, paper , plywood , quinine , and rolled steel 
products, to mention a few. The war-t i me cho i ce of new indus-
tries was explained as follows: "We adopted the policy of 
selecting those which on expert advice and from the po int of 
view of availability of natural resources were assured per-
manency of establ i shrnent. "9 
The conditions that led to consumer shor t ages also 
put obstacles in the way o f thi s program. It was not poss ible 
80 liver , Economic Q£inion and Poli£Y in Ceylon (Durham : Duke 
University Press, 1957), p. 38. 
9ceylon, Sessional Paper XV, Indus t rial Development and Pol i cy 
(Ceylon: Govt. Press, 1946), p. 6. 
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to obtain capital equipment or technicians at that time and the 
government had to substitute freely for machinery and skills 
specified in pre-war plans. During the war years, most of these 
factories reported a net profit, since lack of foreign cornpet i -
tion offset improvised product ion methods, weaknesses in manage-
rnent and labor skills. Their post-war record became increas-
ingly unsatisfactory , however , and by 1955 many had been closed. 
The government did not achieve the "permanency of establishment" 
intended. 
The government was not deterred by these war-time 
failures and soon after the war, plans were drawn up for the 
establishment of f actories for the manufacture of cement, paper, 
leather, ceramics, vegetable oil, caustic soda-chlor ine, sugar, 
and textiles, Just about this time, a team from the Internation-
al Bank was in Ceylon to examine and report on the economic de-
veloprnent of Ceylon. In their report, they disagreed with some 
facets of government industrial policy. 10 
Some of the contemplated projects carne in for criti-
cisrn from the Commission both on the grounds of feasibility 
and locat ion. The Commiss i on also deplored the government's 
emphas i s on state enterpr ise and the failure to aid and encourage 
lOrnternat i onal Bank of Reconstruction and Development, 
Economic Development of Ceylon (Colombo: 1952), p. 256. 
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private entrepreneurs. They agreed with government's role as 
a pioneer, but held that industrial progress would be swifter 
and production greater if established concerns were sold to 
private shareholders. 
Resulting from this report, the government announced 
a revised industrial policy based on the published recommenda-
tion of the Commi ss ion, but proceeded with their plans for the 
erection of the factories under question. Among the new policy 
features were promotion of small scale enterprise, encourage-
ment of foreign capital for large-scale enterprise, and parti-
cipation of government in private enterprise. 11 This shift in 
policy was also shown in the allocation of funds for industrial 
development under the Six Year Plan 1954-1960. 12 Legislation 
was also enacted enabling transfer of factories from government 
to private owner ship in three stages--first to a semi-independent 
public corporation; next, the sale of shares to private in-
vestors; and finally, the withdrawal of government from the 
picture. 
The new government, which came into power in 1956, 
continued some of its predecessor's policies. It proceeded 
11ceylon Planning Secretariat1 ~ix Year Programme of Investment, (1954-1960) ~ (Colombo: 1955), p. 28, 35. 
12 
Planning Secretar iat, ~· cit., pp. 61-64. 
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with work on par tially begun and planned fac tor i es and employed 
semi-independent corporations as administering organizations. 
But in some r espects the pre-1956 t rend has been reversed. 
The emphas i s has again shifted to factory indus t r i es from cot-
tage industries, and although the Cabine t has announced new 
tax concess ions t o private inves tors , "basic " i ndustries appear 
once again t o be reserved for the s tate. 
A bul le t in recently issued by the Mini s t r y of Indus-
t r ies gives the extent of government inves tment to date in the 
field of manufacturing indus t ry; it also spe lls out the cur-
rent thinking of the government on its industrial policy.l3 
There is at present a total of Rs 132,832 , 000 inves ted in 
twelve public indus t r ial under t aking s , giving di rec t employ-
ment to four thousand people. Eight of these corporations 
have been in operation for over a year, and t he total output 
has been es timated at Rs 40 mi llion. 
13The Minis t er of Industries stat es the government view in t hese 
words, "The main problem in so far as indus t r ialization i s con -
cerned i s for us to attain a stage when we would have se t up 
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wha t is now a ccept ed as a basis for 'take-of£'. I do not bel i eve, 
however , that by our emphasis on the promotion of indus t r ial 
activities in the private sector we coul d achieve our long t erm 
ambition of a proper scheme of indus t r ial development . Thi s 
coul d be achieved only through the setting up o f cer tain bas i c 
indus t ries. " 
Ceylon Daily News (Sept. 6, 1961) . 
One of the reasons that has been adduced for govern-
ment interventionist policy in industrialization has been the 
lack of participation of private capital in industrial ventures. 
This should not be taken to mean that there is no private in-
dustrial sector in Ceylon. Actually, the industrial process-
ing of the three main agricultural commodities has been ini-
tialed and developed by private capital. Viewed in the proper 
perspective , private capital has a sizable stake in industry . 
In the result, the real pressure is not merely for an indus-
trial payroll, but for channeling local energies and resources 
into economical production of a wider variety of finished goods. 
Though the government has expressed disappointment 
at the part played by private investors, a number of manufac-
turing ventures have been started up in Ceylon. British, Danish, 
and Japanese firms have cooperated with Ceylonese firms in joint 
ventures in the chemical food processing and clothing industry. 
Ceylonese firms have also begun manufacturing new types of 
building material, aluminum ware, bicycle frames, flashlight 
ba tteries. In practically all cases, protection of the ''infant 
industry" by tariffs is standard practice. Although the opera-
tion of the Industrial Products Act deterred high quality per-
formance according to the International Bank Mission, yet it 
guaranteed a market for most locally manufac tured goods. Tax 
incentives were also provided . 
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Between the two sectors, Ceylon has achieved self-
sufficiency in certain consumer goods, thus eliminating the 
need for imports. According to the latest administration re-
port of the Director of Industries, Ceylon is 100 per cent 
self-sufficient in only five commodities: arrack, candles, 
aerated waters, soap, and plywood flush doors. At the other 
end of the scale is sugar with only 2 per cent self-sufficiency, 
while in between is cement with about 45 per cent self-suffi-
ciency. There is thus a considerable leeway to make up before 
Ceylon can have a significantindustrial sector. 
Foreign Trade 
Of all the independent countries in the sterling area, 
Ceylon is an export-import economy par excellence. Nearly 35 
per cent of Ceylon's G. N. P. is accounted for by producing, 
processing, and handling export commodities. Imports are 
roughly equivalent to 35 per cent of the G. N. P. Since the 
import-export sector has such importance in the overall econ-
omy, Ceylon's standard of living is obviously closely depend-
ent on international trade. As already mentioned, there was 
a severe deterioration in Ceylon's terms of trade, followed by 
a phenomenal rise in the cost of living during World War II. 
According to official statistics, impor t prices rose three-
fold between 1940 and 1946, while the rise in export prices 
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was only about 90 per cent. During t his period, the terms of 
trade turned adverse, declining from 100 to 63 . Thus Ceylon's 
exports had a lower import purchasing power per unit after the 
war than in the pre-war period. Chiefly responsible for this 
adverse movement was, on the export side, the lag in rubber 
pric~s behind general world price-trends; on the import sid~ 
the main cause was a six-fold jump in the price of rice. 
The changes in the terms of trade for the past few 
years are shown in Table 4. 
Year 
1952 
1954 
1955 
19 56 
1957 
1958 
1959 
1960 
TABLE 4 
TERMS OF TRADE, 1952-1960 
(1953=100) 
Terms of Trade 
89 
127 
132 
110 
109 
123 
121 
122 
Source: United Nations Economic Bullet i n for Asia and the Far 
East (Bangkok: ~une, 1961), Table 11~ 65. ------
After the end of World War II, trade in world-wide 
commodity markets has generally been upward. The world-wide 
raw material price boom of the last half of 1950 and early 1951 
carried the terms of trade , or the amount of exports required 
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\ 
to pay for a given volume of imports, to the most favorable 
level in two decades. In 1951, howe ver, sagging export prices 
plus firm or rising import prices again reduced the purchasing 
power of exports below the post-war position . Since then, as 
is seen in Table 4, there has been an upward trend except for 
a sharp decline in 1956. 
The pattern of trade has been relatively simple. 
More than half of it has been with sterling area countries 
for many years and the remainder with other countries in the 
free world markets. The large rice imports normally come from 
Southeast Asia. Vehicles and other manufactured goods come 
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from Western Europe , America, or Japan; textiles, from India and 
Japan. Ceylon exports the bulk of her tea, rubber, coconut, and 
spice to Western Europe and America to purchase these imports. 
Tables 5 and 6 give values of exports and imports 
that enter into Ceylon's trade. 
TABLE 5 
VALUE OF EXPORTS BY PRINCIPAL COMMODITIES, 1956-1960 
(in Rs mi 11 ion) 
Commoditz: Year 
1955 1956 1957 --1958 1959 
Tea 1194.0 1044. 0 1921.2 1130.4 1045.2 
Coconut 228.0 216.0 159.6 163.2 243 .6 
Rubber 350.4 292.8 300.0 258.0 297.6 
Source: United Nations Economic Bulletin for Asia and the 
East (Ban gkok : June, 1961), Tam g;-p.or.-
1960 
1095.6 
183.6 
378.0 
Far 
TABLE 6 
VALUE OF IMPORTS BY PRINCIPAL COMMODITY GROUPS, 1955-1960 
(in Rs million) 
Commodity Year 
1955 1956 1957 1958 1959 
Food 603.6 680.4 712.8 693.6 788.4 
Fuel, Lubri-
cants 144.0 127.2 224.4 141.6 151.2 
Chemicals 90.2 98.4 121.2 104.4 133.4 
Textiles 135.6 160.8 163.2 181.2 170.4 
Machinery 85.2 104.4 114.0 127.2 153.6 
Transport 
equipment 70.8 82.8 87.6 106.8 172.4 
Other manufac-
tured goods 261.6 301.2 303.6 289.2 362.4 
Source: Same as Table 4, Table 8' p. 59. 
Though much publicized in recent years, trade wi th 
Russia, Eastern Europe, and China has been limited. In the 
year 1961, Ceylon's exports to t he U. S. S. R. and Eastern 
European countries amounted to 3.0 per cent of her total 
exports. Imports from the area amounted to 1.1 per cent of 
her total imports. 14 The intergovernmental commodity agree-
1960 
741.6 
144.0 
128.4 
186.0 
128.0 
154.8 
404.4 
ment, covering exports of rubber to China and imports of rice 
to Ceylon has had the effect of stabilizing the prices of the 
two commodities. Ceylon's exports to China were valued at 
Rs 121 million, while her imports were Rs 132 million. 
14statement of the Minister of Finance in Parliament during 
the budget debate, July 27, 1961. 
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Ceylon has also entered into commodity agreements 
with a number of countries in the Middle East. The volume of 
trade is small, as yet, despite the multiplicity of such agree-
ments, but she is hopeful that this volume can be built up to 
sizable proportions. She has been compelled to move into 
these areas to find new ma rkets for her traditional exports as 
a counter to the shrinking markets of Europe and America . She 
realizes all too well that unless she can prevent a fall-off 
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in the volume of exports, her plans for development will receive a 
severe set-back. 
CHAPTER III 
THE CHALLENGE 
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Today's most active currents of economic life and 
income flow from the production of the main exports and the 
domestic and import trade which they finance . Yet the old 
momentum in this sector is unlikely to be maintained. Al-
though tea and rubber outputs have actually expanded over the 
past decade, the first is approaching the limit of available 
land suitable for its cultivation, and the second faces an 
uncertain world market. Aging palm groves threaten to di-
minish coconut production. 
The Problem 
Meanwhile the island continues to add to its popu-
lation at a rate which is now one of the highest in the world . 
This accelerated growth is mainly attributable to a lowered 
death rate, while the birth rate continues relatively undis-
turbed. The population growth in Ceylon typifies Stage II of 
the four stages identified by Professor Saxl in the demographic 
transition that has historically accompanied modern economic 
development . Resulting from a lowere d death rate and a high 
birth rate, a population increase of 2.6 per cent must be 
lsax, The Po~ulation Explosion (New York: Foreign Policy 
AssociatToneadl1ne Serv1ce, No . 120, 1956), pp. 17, 18. 
assumed as a basic factor for the coming decade. 
What are the implications for Ceylon's economic fu-
ture? There are at least two ways in which population growth 
is burdensome for a country in Ceylon's position. First, an 
increas ing population tends to depress the rate of investment. 
Increase in population would be much more useful as additional 
resources were it not for the increased consumption involved. 
Such a thing would be unthinkable in a developed economy, 
where economic crises have, at times, been attributed to low 
consumption levels. 
In developed economies it is presumed that growth of 
capital and changes in technology can prevent the effects of di-
minishing returns. But where change and capital growth takes 
place much more slowly as in Ceylon, the effects of diminish-
ing returns can retard economic growth materially. Population 
growth by itself increases current consumption and an increasing 
volume of a limited output has to be devoted each year to feed-
ing and clothing additional numbers. This results in a smaller 
volume of investment--us ing the concept that what is left over 
from current consumption is available for investment--which 
means in turn a smaller increase in national income. 
Secondly, a rise in population by itself affects the 
allocation of investments adversely. A sizable proportion of 
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the available resources has to be devoted to meeting the needs 
of the rising populat i on in the way of social requirements. 
Investments in these fields compete with investments in the 
directly productive spheres. Such a maldistribution of re-
sources would, by itself, have a cumulative depressing effect 
on the level of future investment. 
Not only do the consumption needs of a growing popu-
lation tend to depress the rate of investment, but the social 
services, education, health, and housing make increasing claims 
on investment resources. The observations of the Minister of 
Finance seem relevant to this approach concerning the effect 
of population growth. 'While the increase in expenditure, 
both recurrent and capital expenditure, on social services 
from 1956-57 to 1960-61 has been Rs 302 million, the increase 
in revenue over the same period has been only Rs 276 million. 
If no curtailment of these services is possible, the alterna-
tives are to increase revenue or to reduce expenditure on 
economic development. " 2 
The problems associated with a rising population 
extend beyond those concerning income levels and investment 
magnitudes. They also concern employment, for a rapid growth 
2statement of the Minister of Finance in Parliament during the 
budget debate of July 27, 1961. 
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in population is accompanied by a corresponding increase in 
the work force. An impression of the entire employment prob-
lem in Ceylon is given by projections of man- power resources. 
At the request of the Ceylon Planni ng Secretariat, 
the Demographic Research Center in Bombay prepared projections 
of the population for the period 1956-1976. Parallel to this 
study, an estimate of the future man- power resources of Cey-
lon has also been made. The results of these estimates cover-
ing the period 1956-1976 are summarized in Table 7 below. 
TABLE 7 
WORK FORCE PROJECTIONS FOR CEYLON, 1956-1976 
Year Numbers in Work Force 
---
1956 3,412,000 
1961 3,920,000 
1966 4,553,000 
1971 5,286,000 
1976 7,065,000 
Note: a) Estimates are based on the medium project i on 
for the total population. 
b) The 1953 Census of industry gave a figure of 
2.99 million for the total work force. 
c) An I. L. 0. Survey gives a figure of 3,303,000 
for the total work force in 1960. 
Source: Sundrum, R. M., Manpower Resources of Ceylon 
(Bombay: Demographic Training and Research Center, 
n.d.), pp. 24, 29. 
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The size of the future increase in the work force as 
shown by these figures is striking. If the country's total popu-
lation grows in the manner depicted by the medium projection , 
an additional 2 .7 million persons would enter the work force 
over the twenty years ending 1976. The implication is that, 
unless there is some relief through the slowing down in the 
rate of population growth, avenues of employment must be found 
fast enough to absorb these numbers. 
Thus while science and medicine have opened up new 
vistas of better health and living standards, they have, against 
a background of adverse world developments, brought a serious 
economic challenge to the people and government of Ceylon. The 
country can no longer rely upon expansion of its traditional 
exports to keep production and population on an even keel and 
to enable it to go on importing a high proport i on of its food. 
Ways and means have to be sought and found to preserve and ac-
celerate the progressive force formerly supplied by the spread 
of plantation activity. 
Meeting the Challenge 
It is clear that unless there is some prospect of a 
slowing down in the rate of population growth, it will be dif-
ficult to envisage substantial benefits from development pro-
grams. A positive approach to influence the birth rate through 
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family planning would greatly aid in reaching the goals of eco-
nomic developments. While a beginning has already been made in 
Ceylon in this direction, the time is opportune for tackling 
this problem on a far bigger scale. 
Admittedly, population policy is not a substitute for 
a plan of economic developm~nt. It can, however, be an inte-
gral element of a broad pol i cy designed to raise the standard 
of living of the people and the national income. If population 
is i ncreasing at the annual rate of 3 per cent, net national 
income must also increase at 3 per cent if income per capita 
is to remain unchanged. The rate of investment must therefore 
be always adequate to sustain the required increase in income. 
In addition, the rate of investment must be sufficient-
ly high to accomodate the growing work force. Ceylon , therefore, 
cannot content herself with an investment rate that merely ex-
ceeds the minimum. She must, in fact, strive to realize a rate--
a pace of development, in other words--which would measure up 
to the scale of the employment problems and also bring about 
the raising of the living standards. 
An increase in the rate of investment involves several 
important issues. Basically it implies the application of in-
creasing amounts of labor and other resources to capital forma-
tion. It also implies the provision of equipment to those 
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engaged in this process and meeting their consumption require-
ments. In a fundamental sense, this requires the creation of 
a surplus of production over consumpt i on. These transforrna-
tions in the economy which are considered necessary fo r initiat-
ing economic growth, have to be accompanied by a transforrna-
tion in society, if the growth is to be sustained. Acceptance 
and absorption of innovations require polit ical, social, and 
institutional changes, so that the problems associated with 
economic growth are not confined to the areas of production and 
. 1 3 ~nvestment a one. 
At the point of commencement of a developmental plan, 
the internal resources for investment would largely be obtained 
from the surpluses generated by existing sectors of the eco-
nomy. For Ceylon, the main sources of this surplus are the 
plantation crops and their allied activities. A predominant 
portion of these surpluses is channelled into government invest-
ment through taxation. A part is also re-invested directly by 
the industries themselves. These surpluses then provide the 
major source of initial financing for development. 
Agricultural development can also contribute by in-
creasing exports and saving imports. A considerable proportion 
3E~sworth, "Factors in the Economic Development of Ceylon, " 
American Economic Review , Vol. XLIII, (May 1953), pp. 115-25. 
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of Ceylon's imports are agricultural products, some of which 
could be produced locally. Agricultural development , giving 
rise to a reduction in agricultural imports, would release 
foreign resources for purchase of capital goods. 
If agricultural output does not increase, the grow-
ing needs of the population, both present and future, will have 
to be satisfied through additional imports. This would mean 
that the country's foreign exchange earnings will not be avail-
able for the importation of capital goods. The share of capi-
tal goods in the import structure may even fall, instead of 
rising. Such a result will slow down the rate of development 
and frustrate the entire strategy of development. 
The other economic activity which figures largely in 
the development of the economy is industrialization. The avail-
ability of an existing market for industrial products affords 
a point of commencement for industrial development. In 1957 
industrial products of an approximate total value of Rs 1,543 
million were used in Ceylon for purposes of consumption or in-
vestment.4 Local production accounted for 15 per cent of this 
amount. A process of import substitution could therefore a£-
ford a basis for industrial development through the local pro-
duction of manufactured goods that were hitherto imported. 
4The Planning Secretariat, The Ten Year Plan (Colombo: 1959), 
p. 29. 
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It is, of course, not realistic to attempt the local 
production of all imported manufactures. There are a host of 
considerations specific to each industry which would exercise 
a determining influence in respect to their feasibilit~ locally. 
In terms of modern technology there is, for each industry or 
type of manufacture, a minimum technical scale of production 
consistent with efficiency. Where the available domestic mar-
ket is large enough to absorb the output of an efficient plant, 
there is, other things being favorable, at least a prima faci e 
case for the establishment of such a plant. Where there is a 
possibility of export, the inadequacy of domestic markets need 
not be a handicap to starting production in Ceylon. 
There is a further point that merits cons ideration 
in a program of industrialization. Within the category of in-
dustries that are suitable on grounds of scale, some are likely 
to be more desirable than others. The contributions made to 
national income and to further re-investment would differ from 
industry to industry. Planning must, in the context of limited 
resources, pursue some order of preferences in the choice of 
industries to be actually established. Subject to these reser-
vations, it is useful as an initial step to consider industrial 
development in Ceylon in terms of the size of the domestic mar-
ket. Such an approach is, in a sense, a natural one for a small 
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country in pursuit of industrial development. The alternative 
and more common approach in terms of the local availability of 
agricultural and mineral raw materials is likely to prove un-
duly restrictive in such a country. 
From the foregoing, it is seen that the agricultural 
and the non-agricultural sectors exert profound influences on 
each other in the process of economic development. These will 
bear repetition. On the one hand, agriculture supplies many 
of the requirements for the developing industries--labor from 
the under-employed farm population, raw materials, food for 
the expanding cities, and through exports, foreign exchange 
required for the import of industrial requisites. On the other 
hand, the agricultural sector is an important market for the 
goods produced by industry, both goods for consumption by indi-
viduals and those for use in the agricultural production process. 
In short, Ceylon requires an agricultural, as well as 
an industrial, revolution. Myrdal quotes Tartok Singh, "Indus-
trial expansion without agricultural re-organization will leave 
the bulk of the people in a state of poverty. In other words, 
we can plan against mass poverty only if we set out to create 
the conditions of a rapidly expanding and efficient economy 
both in agriculture and industry. "5 Myrdal adds, " In most 
5Gunnar Myrdal, An International Economy, Problems and Prospects 
(New York : 1956), p. 206. 
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underdeveloped countries improvement of productivity in agri-
culture is, furthermore, an essential pre-condition of indus-
trialization."6 
It has been shown that the challenge posed by a grow-
ing population can be met by increasing the productivity of 
existing activities and embarking on a program of industriali-
zation. The most v igorous economic activity in Ceylon at 
present is the growing and processing of the export crops. 
Increased productivity in these areas would give rise to in-
creased export earnings. An expansion program for tea, rubber, 
and coconut is already under way. It encompasses both replant-
ing and rehabilitation. There is also provision for extending 
acreages, though this would be partly offset by the diversion 
of areas under tea and rubber to other crops. 
In the case of tea and rubber, technical improvements 
have evolved new high yielding strains which will considerably 
increase output per acre. It is expected that the yield of tea 
could be raised, on the average, to 1600 pounds per acre as 
against the present average of 771 pounds through the use of 
b . d t• . 7 etter stra~ns an vegeta ~ve propagat~on. In rubber, the yield 
from new strains could be raised, on the average to 1,100 pounds 
6Myrdal_, loc. cit. 
7ceylon, Ministry of Agriculture and Food, Agricultural Plan 
(Colombo: 1956), p. 11. 
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per acre. The present average yield from estates is 375 pounds.8 
The replanting of tea and rubber could thus yield rich dividends. 
There is no comparable technical development in the 
case of coconuts. Actually, the output of coconut lands has 
been affected by senility, and an increase in output can be 
brought about by replanting with good quality seedlings. Here 
again, the yield per acre is expected to rise, on the average, 
9 from 2,152 nuts to 3,000 nuts. Further gains in output for 
both tea and coconut are expected to materialize from the im-
provement of small holdings through a rehabilitation scheme and 
the continued application of fertilizers. 
These increases in output will be of doubtful value 
if the markets for these products begin to shrink. On the ques-
tion of markets, it is important to emphasize that, not merely 
an increase in output, but also a reduction in production costs 
is implied by the replanting and rehabilitation schemes. Even 
if an increase in output was undesirable from the market angle, 
this is not an argument against replanting or rehabilitation. 
It would merely suggest a replanting program combined with a 
scheme to reduce acreages and the diversion of the surplus areas 
to other uses. 
8ceylon, Ministry of Agriculture and Food, £E· cit., p. 133. 
9 Ceylon, Ministry of Agriculture and Food, £E· cit., p. 114. 
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In the case of rubber, Ceylon's share in world trade 
is of a minor order, and any practicable increase in local pro-
duction could hardly be of significance to the world supply 
position . True enough, synthetics are finding more uses, but 
natural rubber is still supreme for some uses. A departure 
from the present method of marketing rubber would also greatly 
help in expanding the market . Indications are that technically 
classified rubber would find a ready sale in the world markets. 
If output is unchanged in the case of coconut products, 
even the present quantities exported would decline, as local con-
sumption rises with population growth. The possible gains 
from replanting and rehabilitation may in fact do little more 
than offset this decline . 
Tea is admittedly in a different category. Over the 
past twenty years Ceylon's tea output rose by about 62 per 
cent, from 274 million pounds t o nearly 400 million pounds.lO 
These increase s have not had the catastrophic effects on prices 
that pessimistic assumptions would suggest. They have taken 
place against a rising trend of world consumption. Admittedly, 
total production can outstrip demand, but in this situation, 
the first casualties would be the high cost producers. Wi th 
the reduction in costs through replantin g and rehabilitation, 
10
ceylon, The Planning Secretariat, ~E· cit., p. 168. 
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Ceylon should be able to bear a certain amount of price reduc-
tion, if necessary. 
The objective in the agricultural export sector is 
the maximization of export earnings. In the non-export sector, 
the objective is replacement, where possible, of the products 
presently imported by local production. The one policy earns 
foreign currency, the other conserves it. 
The directions of development in the non-export, agri-
cultural sector become more specific when the imports into the 
country are broken down into agricultural and non-agricultural 
categories. In 1957 Ceylon's total imports were valued at Rs 
1,716 million. Agricultural imports accounted for Rs 646.9 mil-
lion of this total, or 38 per cent of all imports. Table 8 
gives the itemized breakdown of these agricultural imports. 
TABLE 8 
AGRICULTURAL IMPORTS INTO CEYLON, 1957 
Commodity Imported 
Rice 
Flour 
Dairy Products 
Sugar 
Fruits and Vegetables 
Pulses 
Tobacco 
Potatoes 
Meat and Meat Preparations 
Other Agricultural Imports 
Value 
(Rs m.) 
254.9 
85.3 
62.9 
84.1 
29.6 
39.3 
18.9 
15.4 
5.5 
51.0 
646.9 
Percentage of 
Total Agricultural 
Imports 
39 
13 
10 
13 
5 
6 
3 
2 
1 
8 
100 
Source: Ceylon, Planning Secretariat, The Ten Year Plan 
(Colombo: 1959), Table II, p. 225. 
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Agricultural development in this sector should then 
ensure the twin objectives of maximizing national income as 
well as that of saving foreign exchange. These objectives 
would be broadly satisfied by programs aimed at the local pro-
duction of many of the commodities listed above. Where an 
item cannot be grown locally, as for instance wheat, the 
alternative would be to grow an acceptable substitute. 
Since rice is the staple food of the country, a pro-
gram for expanding its output has received first priority. 
Local production of rice in 1957 met about 45 per cent of the 
total requirements. In terms of actual quantities, just under 
70 million bushels of paddy were needed in 1957 to satisfy the 
local demand for rice. Domestic production accounted for 
31,500,000 bushels of paddy, and this was valued at approxi-
mately Rs 350 million. 11 Bridging this gap is a necessary and 
worthwhile goal. 
There are two methods whereby domestic production can 
be augmented. The first is by extension of the cultivated acre-
age; the other is by raising the yield per acre.12 The latter 
llceylon, The Planning Secretariat, £E· cit., p. 243. 
12p . ld . 32 b h 1 resent y~e ~s us e s per acre. The goal is to raise 
this to 48 bushels per acre. 
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approach has definite advantages. It is much less expensive 
and a much quicker way of obtaining an increased output than 
opening up new land. Both these avenues are real possibilities 
in Ceylon and are being actively pursued. 
Other aspects of the development of the non-export 
sector cover sugar cane growing, tobacco cultivat i on, potatoes, 
chillies, onions, and coffee. Another important product that 
is currently receiving a great deal of attent ion is cotton. 
In 1957, over Rs 100 million was spent for the import of cot-
ton textiles. In physical terms, almost 100 million yards of 
cotton textiles, representing approximately 28 million pounds 
of cotton were imported. While it may not be feasible to at-
tempt to grow the full requirements of cotton, nevertheless, 
it would be economically profitable to grow cotton on a limited 
scale in those areas which are climatically suited for cotton. 
While the close connection between development in the 
spheres of agriculture and industry has been re fer red to earlier , 
it would not be out of place to stress the reasons why Ceylon 
needs a rapid industrialization program. These stem from two 
basic conditions of the economy. The first is that the current 
rate of population growth--and with it, the work force--is high . 
The second is that opportunities for absorbing this population 
growth within the traditional industries of Ceylon are limited, 
even when land settlement through extensive irrigation schemes 
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is taken into account. 
If this populat i on growth is to be absorbed into em-
ployment and standards of living are to be raised, fresh avenues 
of employment have to be found. Industrialization can provide 
employment opportunities in its own right particularly if it 
also makes possible large-scale absorption of labor in the 
service industries which would come into being . This will, in 
turn, bring about an increase in national income and an improve-
ment in the general standards of living. 
With this end in view, and with the added objective 
of further conservation of foreign exchange , government has 
embarked on a program of expansion, where warranted , of some 
of the existing factories. A second kiln at the Kankesan 
Cement Factory will commence operation sometime in the course 
of the financial year 1961-62. It is also expected that the 
second cement factory will come on stream during this same 
period. Total production is estimated at 370,000 tons per 
year. 
The paper factory is to increase production from 
4,500 tons to 9,000 tons of paper products per year, while the 
ceramic factory production is to be increased to 900 tons per 
year. The kaolin factory is scheduled to go into operation 
next year. A second spinning and weaving mill is to be 
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established in Ceylon. The estimated product i on of these two 
units amounts to 20 million yards of cloth and 2 million pounds 
of yarn. The Industrial Estates Corporation has already es-
tablished 42 units for lease to industrialists in the private 
sector. 13 
The Ministry of Industries has also begun prel iminary 
work to establish a petroleum refinery and fertilizer factory. 
The Ministry has decided to examine the fertilizer project and 
the refinery as a joint scheme because of several seemingly 
technical and economic advantages that would ensue from such 
a combined operation. 
As compared to the high rate of development of the 
government industrial sector, private investment in the in-
dustrial sector, as mentioned earlier, has been compar tively 
meagre. But late in 1961, a situation has emerged in the 
manufacturing sector which has no parallel since the period 
of World War II. The ban on the importation of some consumer 
goods, first imposed in the middle of 1961 and recently tight-
ened severely, has stimulated local entrepreneurs to assemble 
and produce these goods locally. Technical skills and capital 
from foreign sources are also competing to establish themselves 
13The private industrialist will be provided with buildings and 
other amenities such as power, water , and repair facilities at 
a reasonable cost. 
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in the domestic market, in association with local capital and 
entrepreneurial ability. 
This is borne out by a report i ssued by the Ministry 
of Industries. It states that a total capital investment of 
private funds of nearly Rs 30 million has been approved for 
starting up assembly plants for radios, sewing machines, re-
frigerators, electric fans, accumulators, fibre suitcases, 
and electrical accessories. Razor blades, sheet glass, and 
a wide range of plastics are among the items to be manufac-
tured locally. In most of these cases , machinery and equip-
ment have already been ordered and buildings are coming up. 
Rs 6 million of the Rs 30 million to be spent on these ven-
tures is foreign capital, while the balance is local capital. 
The interest shown by the private investor in in-
dustrial investment prompted the following statement by the 
Minister of Industries: "The upsurge of interest by private 
and foreign enterprises belies the theory being put out by 
some vested interests that the private sector and foreign 
enterprises are reluctant to invest their monies because they 
do not have adequate confidence in the government . "14 Perhaps 
such investments are an endorsement of government policy and 
a manifestation of good faith. But the testing period lies 
14
ceylon Daily News (Oct. 26, 1961). 
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ahead. Unless the investor can count on government support for 
such ventures, the expansion in this sector will be short lived. 
Many of the industries referred to above are generally 
of a large or medium scale and are,relatively speaking,capital 
intensive . The direct contribution they make to employment 
opportunities is again relatively small. Undoubtedly their 
establishment and successful operation would go a considerable 
way towards the industrialization of Ceylon. Nevertheless, 
large and medium scale industries do not by themselves exhaust 
the full scope for industrial production. There remains a 
range of products, production of which on the basis of small 
scale and cottage industries is still feasible. 
Time was when cottage industries were looked on as 
k . d f . 1 . 15 a ln o socla servlce. This view is no longer current. 
Government has realized the importance of cottage industries 
in the rural areas; it also believes that it should get some 
return, however small, on the money invested in these indus-
tries. The government has set up a program of assistance 
through traini ng, supply of power where feasible, marketing, 
bulk purchasing, supply of capital equi pment, and research and 
technical advice. Such assistance is available to those en-
gaged in the production of textiles, coir, pottery, brickwork, 
lSDepartment of Rural Development and Cottage Industries, Admin-
istration Report, 1957 (Colombo: Govt. Press, 1958), p.lO 
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and basketry on a cottage industries scale. 
However, it should be borne in mind t ha t as in-
dustrial development advances, the utility of this type of in-
dustry in the economy will be limited, for it is a relatively 
inefficient method of production. It is, at best, only a 
stepping stone and should not be considered, in the form it 
now exists, as a permanent feature of the industrial pattern. 
A further handicap to such development of cottage industry is 
that there has been a steady decline in demand for most of the 
wide range of products traditionally supplied by this sector. 
\ 
For the success of the plans relating to indus-
trial and agricultural growth outlined above, it is essential 
that power supplies be available to meet the increasing demands 
associated with a growing economy. Many rural areas in Ceylon 
are without electricity~ mainly as a result of insufficient 
generating capacity. Power must also be made available to 
consumers at a low cost. Power development, as an infra-
structure facility, should form an integral part of any develop-
ment plan for Ceylon. 
The present installed capacity of generating plant 
supplying power for public consumption is given in Table 9. 
TABLE 9 
INSTALLED CAPACITY OF GENERATING PLANT , 1960 
Type of Generation 
Steam and Diesel 
Laksapana Hydro 
Gal Oya Hydro 
Grandpass Steam 
Capacity ( in M.W.) 
29 
so 
10 
25 
Source : Department of Government Electrical Undertakings 
Administrative Report for 1960 (Colombo: Govt. Press, 
1961)' p. 8. 
Plans for installing new capacity have been announced 
by the Minister of Finance during the budget debate covering 
the financial year 1961-62. Stage II B of the Laksapana scheme 
will increase installed capacity by 50,000 kilowatts, and a 
new thermal unit will provide another 25,000 kilowatts. Poten-
tial output from a multipurpose irrigation scheme for which 
feasibility studies have been completed, is estimated at 250,000 
K~. 
Actually the demand for power over the last few years 
has outstripped the supply. According to the Planning Secre-
tariat's demand projection for power, the consumption of elec-
16 
tricity should reach 1,000 million~ by 1968. The current 
rate of increase of power supplies appears inadequate to meet 
16consumption of electricity in 1958 was 239.3 million K~. 
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the demands for electricity, especially in rural areas. It 
may be necessary to devote a larger proportion of the ava ilable 
resources for development of power, if a bottleneck in the 
growth of the economy is to be avoided. 
One of the underlying reasons for the urgency of the 
need for development in the fields of agriculture, industry, 
and power is the challenge posed to the economy by the high 
rate of population growth. The study of man-power resources, 
to which reference has been made earlier, gives the projected 
increase in the numbers of the work force for whom employment 
opportunities will have to be found in the years ahead. This 
increase does not, however, provide a full measure of the ad-
ditional man-power resources which would be available for ab-
sorption into productive employment. It is necessary to add 
the unemployed already existing in the past years as well as 
the underemployed. 
Figures relating to numbers of unemployed and under-
employed are given in an official survey conducted for the 
government by an I. L. 0. team in conjunction with the Depart-
ments of Labour and Census and Statistics. According to their 
report between 318,000 and 434,000 persons were unemployed dur-
ing the period 1959-1960. The total work force numbered 3.3 
million, and it is estimated that the labor force would number 
3.57 million in 1964 if the labor force population proportion 
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remains the 17 same. 
There is also a high degree of underemployment in 
the rural areas. This is of course a facet of the pressure of 
population; it is reflected again in the "postage stamp " cul-
t i vation plots. There is, in fact, a growing reservoir of 
labor which could be more effectively utilized through the 
improvement of cultural practices on existing lands, the open-
of new lands f or settlement, and the creation of additional 
employment outside the agricultural sector. In mere numbers, 
then, Ceylon's labor supply is sufficient for a substantial 
expansion of production. 
Efficient use of these numbers of people in further-
ing economic development wil l hinge on their attitudes and 
technical skills. Adherence to the traditional viewpoints 
and lines of activity is characterist ic of the economic life 
of Ceylon. As i n most underdeveloped areas, the economy has 
been too specialized to favor a diffusion of attitudes 
of curiosity in the scientific sense , or to give scope for a 
general habit of business enterprise and innovation. There 
has been no influence, suffic iently strong, to act as a cor-
rective. Religious forces are powerful and have exerted a 
17ceylon Daily News (February 21, 1962). 
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conservative pressure. The i nfluence of t he caste system, whi ch 
Ceylon has di scarded as a formal soc i al structure, has lingered 
i n a cont i nuing di s i ncl i nat i on to enter non-agr i cultural oc-
cupation and a tendency to avo i d j ob-chang i ng. 
These const i tute a set of soc i al obstacles whi ch 
stand i n t he way of Ceylon's progress. They a dd up to a soc i a l 
attitude which , i f i t persists, wi ll i nevi tably reduce t he 
benefi t s of i mproved oppor t uni ties. Al t hough cooperatives and 
rura l deve l opment soci eties can contr i bute greatly to chang i ng 
conservati ve habi t s of t hought, i t i s pr i nc i pally t o t h e schools 
t hat Ceylon mus t turn for progress i n alter i ng soc i al atti t udes 
t hat obstruct Ceylon's economic development . 
While t he lack of t h is enterprising tra i t i s a maj or 
obstacle to development , there i s also a problem of supply 
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which affects Ceylon's rate of development. There i s a shor t -
age o f ski lled labor of var i ous k i nds, chie f l y entrepreneur i a l 
servi ces and t he services o f ski lled admi n i strators, eng i neers, 
sc i ent i s t s, and managerial personne l . These rather t han manual 
skills are t he types of labor that are i n short supply i n Ceylon, 
and i t i s i n t he overcomi ng of bott l enecks i n t he supply of 
t hese k i nds of servi ces t hat a maj or developmental effort has 
t o be made. 
6? 
CHAPTER IV 
POLICY 
An examination of the process of economic growth 
in underdeveloped countries shows that the ingredients of 
growth postulated by Schumpeter in his model of economic develop-
ment are not very much in evidence. Schumpeter postulated that 
the force behind growth in a capitalistic economy is the entre-
preneur and the process of growth is triggered by innovation . 
In an underdeveloped economy the entrepreneur need not be the 
medium of growth, and private riches are not the goal of eco-
nomic growth . 
If the entrepreneur only plays a secondary role in 
development, who then is the prime mo vin g force in this process 
in these countries? To a greater or lesser degree, it is the 
gove rnment. Wi th the entrepreneur pushed into the background, 
it is probable that some process other than innovation is the 
medium of growth . The general pattern of development involves 
the importation of already established techniques, " know-how" 
and equipment from the more developed countries, and tailoring 
them to meet local requirements . It is more a process of as-
similation1 rather than one of innovation. 
lAn elaboration of the concept of derived development is given 
by Wallich in the Economics of Underdeveloped Areas, edited 
by Aggarwala and S1ngh (London: Oxford Dn1vers1ty ~ress, 1958), 
pp. 189-204. 
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Role of Government 
Reference has already been made to the dominant role 
of the state in the development of the economy and the manner 
of such development in the different sectors. Another aspect 
of government activity which exerts a profound influence on 
the economic growth of the country is the tax measures inst i -
tuted by the government. These policies have been designed 
apparently to encourage private industry and also to give the 
government greater control over the economic activity in the 
country. These policies also materially influence the amount 
of resources available to the government for purposes of wel-
fare expenditure and economic development. 
In 1938-39 import duties accounted for nearly 60 
per cent of revenue, income tax for 20 per cent, and excise 
duties for 9 per cent. The tax structure and rates have been 
greatly altered now. Import duties that used to place the 
burden of taxation on all consumers now account for only one-
third of the revenue. Import duties are now imposed predomi-
nantly on luxury goods, although some mass consumption articles, 
such as cotton cloth, must hurdle signif icant tari ffs, in order 
to favor domestic production. 
Export duties, reinstated during the war, now account 
for another one-third of the revenue, compared to a mere four 
per cent before the war . Income taxes, with sharply graduated 
rates in the upper brackets, continue to account for roughly 
one-fifth of the revenue. In addition, a profits tax adds some 
2 7 per cent more to government revenue. As a result of these 
tax and other financial measures, the government now controls 
one-fourth of the activities registered in the G. N. P. 
The government has also offered various inducements 
to private capital to stimulate its participation in the develop-
ment of the economy. Chief among these are exemptions on income 
taxes for a period of five years after commencement of new in-
dustrial undertakings. In l ieu of the annual depreciation al-
lowance, a once-and-for-all lump sum depreciation allowance has 
been granted in respect of plant, machinery, fixtures, and build-
3 
ings at prescribed rates. While these are among the major in-
ducements offered, there are a number of other relief measures 
covering rebates, foreign technicians, double-tax agreements, 
and exemptions for research. 
In addition t o these tax measures, designed to help 
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industrial development, the government has also adopted commercial 
2ceylon, Sess ional Paper XVII, Report of the Taxation Commission 
(Colombo : Govt. Press, 1955), p. 10. 
3Development Division of Minis try of Industries, Investors' Guide 
Bulletin 1 (Colombo: Govt. Press, 1961), pp. 15, 25. 
policies with the same end in view. Tariff protection, based 
on the infant-industry argument, is a frequently used device. 
Tariffs are also lowered for raw materials, machinery, equip-
ment, and spares used for development. Two further measures, 
import control and the I ndustrial Products Act, operate so as 
4 
to provide assured markets for local products. 
Financial Requirements 
During the years o f the independence decade, govern-
ment depended to a considerable degree upon revenue--income 
taxes, import and export duties--for investment resources. In 
the early years the government was also able to call upon up to 
Rs 30 million of additional resources annually by means of long-
term, low interest loans. Government borrowings from the bank-
system provided an additional one-third of domestic development 
5 
resources. 
With funds obtained from these sources as well as from 
foreign exchange earnings, the government was able to increase 
investment expenditure from Rs 118 million in 1947 to Rs 462 
million in 1958. Between the private and public sectors, gross 
capital formation has been estimated at roughly 11 per cent, 
4This act ties up the local product with imports, in that a 
license to import any regulated product is issued only after pay-
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ment for a proportionate quota of the equivalent local product is made. 
5ceylon, Sess ional Paper XVII, Report of the Taxation Commission 
(Colombo: Govt. Press, 1955), pp. 23, 26. 
with a probable net rate of 7 per cent . By 1958 the Central 
6 
Bank reported over 13 per cent of G. N. P. as being invested. 
According to the Planning Secretariat, a rate of capital for-
mation more nearly 15 per cent or even 16 per cent of G. N. P. 
is probably necessary for rapid growth unless more productive 
investments can be obtained through the transfer of techniques 
and other factors that require little capital. 
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The process of growth as envisaged in the previous 
chapter requires an increased level of investment . It means 
that higher proportions of present incomes, and of the increased 
incomes accruing during the process of growth, should be made 
available for the purchase of capital equipment. In other words, 
either voluntary or forced savings should be increased. 
It cannot, however , be expected that voluntary 
savings will be forthcoming in sufficient volume to meet the 
needs of a development program of any considerable size. The 
commonly held view that domestic savings in underdeveloped 
countries are low because real income is low is only partially 
correct in the case of Ceylon today . Communications in the 
modern world are such that the attraction of advanced con-
sumption standards can exert itself fairly widely . in the poorer 
6central Bank of Ceylon, Annual Report of the Monetary Board to 
the Minister of Finance, 1958, (COTOJmDo:- Govt. Press, 1959) ,-p. 11. 
parts of the world. This close contact causes an i ncrease in 
the propensity to consume in the consumption patterns of the 
peoples of the poorer countries and an increase in the propen-
sity to import, rather than to increase investment. It makes 
a higher rate of savings difficult, as and when incomes grow. 
While restrictions on the imports o f consumer goods may help 
in the capital formation, public finance measures, result i ng 
in compulsory saving , wi ll also be required if a satisfactory 
rate of capital investment is to be maintained. 
Whatever measures are introduced to increase the 
rate of savings, they will entail a considerable measure of 
self-restraint on the people. It is doubtful whether, even 
with the exercis e of t hese self-restraints , the economy can 
expand at a rate sufficient to keep ahead of population growt h. 
As this self-restraint, especially in a relatively poor country , 
cannot be expected to be exercised voluntarily for long periods, 
excessive strains may be engendered under any pol i tical system, 
and more so in a democracy. 
Both the political pressures that are inherent in 
rapid development based solely on one ' s own resources , and the 
obv ious economi c pressures can be reduced if loans can be ob-
tained from the outside world. Given f orei gn borrowing , con-
sumers may be permitted to share in some of the benefits of 
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increased incomes that otherwise would have to be transferred 
in some way or other to finance investment expenditure. It 
would also ease balance of payments difficulties. 
The essential point is that in the past, when under-
developed countries, particularly the smaller ones, made spurts 
of economic development, they have only been able to do so with 
the assistance of substantial calls on the resources of the 
more developed countries. Not infrequently, foreign lending 
has been given too freely, and subsequent development slowed 
down because of imbalance in the domestic economy, resulting 
i n a temporary excessive dependence on foreign lending. Under 
specific conditions planned borrowing can greatly benefit both 
the borrower and the lender. 
Balance of ~ents Considerations 
Ceylon has generally maintained a strong positive 
balance of trade with Europe, America, Australia, and China , 
and is consistently in deficit to India, Burma, and Japan. 
She is thus dependent on the familiar triangular pattern of 
world trade to balance her trade account. The balance in her 
service transactions is generally in deficit because of dividend 
payments and repatriation to Britain of invested capital from 
the sale of estates, travel expenses of Ceylonese abroad, 
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and immigrant remittances to India. Nevertheless , this deficit 
is usually more than made good by the positive trade account 
in most years. 
In terms of foreign exchange, Ceylon has had a rela-
tively favorable position over the past decade by comparison 
with her Asian neighbors. As a result of her estate exports 
and the way the British financed their war-time purchases with-
in the Commonwealth, Ceylon accumulated some Rs 1260 million 
worth of blocked sterling during World War II. Between 1945 
and 1949 heavy imports of capital goods and the sat i sfaction 
of pent up wart i me demand ran the balance down to Rs 934 mil-
lion. The boom in export commodities that accompanied the 
Korean War led to a new accumulation of near wart i me levels 
in 1951. 
Rubber prices broke sharply following the boom, while 
rice prices remained high. This gave rise to a serious deficit 
in 1952. External assets declined rapidly from Rs 1185 million 
· to Rs 833 million, a decline that continued until early 1954. 
In 1956 and 1957 droughts and floods caused unexpectedly heavy 
imports of rice, so that more foreign exchange was required 
than was planned for. 7 This cut down the funds available for 
7central Bank of Ceylon, Annual Report of the Monetary Board to 
the Minister of Finance, 1958, (Colombo: Govt. Press, 1959),--
pp. 6-8. 
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development. During the last three years there has been a 
steady decline in the external assets. This has been temporar-
ily halted by a severe curtailment of imports of various classes 
of goods. 
It is against the background of declining assets that 
the effect of a program of development on the volume of exter-
nal assets must be viewed. The implementation of a development 
program creates strong tendencies towards increasing imports 
(and decreasing exports). In the first place, the realization 
of an investment program implies a large import of capital 
goods. In the second place, the program stimulates private 
consumption through increased employment and income. This 
again creates additional demand for consumer and intermediate 
goods. Finally, government consumption will rise because of 
the role which the government has to play in the implementation 
of any developmental plan. 
All this may result in such an increase i n imports 
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that serious deficits in the balance of payments may emerge. 
These, in turn, would lead to diminished foreign balances and 
may, in the end, make it impossible for the development to be 
carried through to completion. The unfavorable course of events 
can, however, be avoided if the program aims at expanding to a 
sufficient degree import-saving production and increasing exports. 
It is apparent that from the point of view of the 
balance of payments the fulfillment of any development program 
largely depends on achievements in the agricultural sector. 
It would be unfortunate if agriculture cannot be developed 
to save imports and expand exports. It cannot, of course, 
be expected that agriculture would be able to solve the balance 
of payments problems in the long run. The contribution. of 
agriculture is of a transitional character in the context of 
this problem. It i s industry which would have to make the 
major contribution towards saving imports and increasing exports. 
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CHAPTER V 
ROLE OF A RUBBER TIRE INDUSTRY I N THE ECONOMY 
The total production of rubber in Ceylon i n 196 0 was 
97,276 tons. 1 Local consumpt ion in the same year was 807 tons. 
This amount was used in the retreading of motor tires and i n 
the manufacture of rubber goods such as foam rubber cushi ons, 
rubber mats, sur gical gloves, rubber-soled shoes and slippers , 
and rubber toys. On the other hand, Ceylon also imported a fair 
number of rubber tires and '-ubes in various sizes. The quanti-
ties imported over the las t five years are s hmvn in Table 10 . 
T~13LE 10 
QU&~TITIES OF TIRES AND TUBES IMPORTED, 1955-1960 
Year Tires Tube s 
1955 170,000 94,000 
1956 128,000 100,000 
1957 146,000 94,000 
1958 169,000 127 ,000 
1959 214,000 154,000 
1960 194,00 125,0 0 
Source: Development Division, Ministry of Industries, A Short 
Note on the T~ Project, October, 1961, Table 1, p. 3. 
The answer to the question why Ceylon, a rubber pro-
ducing co-.;,.rntry, imports tires in the quantities she does , is 
1ceylon, Administration Report of the Rubber Controller for 1960 
( Colombo: Government Press, 1961), p. 31. 
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fairly obvious. Tire consumption in Ceylon was not high enough 
to warrant the establishment of a tire factory, and there was 
also a lack of technical "know-how." Since World War II, with 
the imports of tires to Ceylon rising steadily, local private 
enterprise attempted to team up with established foreign tire 
concerns to set up a factory. These efforts did not succeed. 
Taking note of production levels at factories in 
other small countries, the government concluded that the size 
of the market was sufficient to warrant the establishment of 
2 
a tire factory. The lack of technical "know-how" was no longer 
a deterrent, as technical training facilities were being freely 
offered by the developed nations. The government, therefore, 
in 1957, recognized the benefits to the country of establi shing 
a tire fac tory, though the capital cost would be high, and re-
ser ved it as a project to be undertaken by the public sector. 
Main Benefits 
One of the obvious benefits that would accrue to Ceylon 
through the establishment of a tire factory is the saving of 
foreign exchange. In 1958 Ceylon imported tires and tubes to 
the approximate value of Rs 22 million.3 Obviously, the net 
2According to the Stanford Research Institute, tire production 
can be reasonably economical only in plants making at least 500 
tires per day. 
3nepartment of Census and Statistics, Statistical Abstracts of 
Ceylon, 1959, (Colombo: Govt. Press, 1960), Table 187, p. 191. 
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foreign exchange saving will not amount to this figure, for a 
local tire industry will require continuous importation of raw 
materials, supplies, and machinery parts. Though this con-
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stitutes a continuous drain on available exchange, nevertheless, 
the offsetting savings are of sufficient magnitude so as to 
make available foreign exchange, investment of which would add 
greatly to the pace of development . 
The other benefit to the economy that stems directly 
from the local production of tires is the creation of employment. 
Admittedly this is a capital intensive project, and from the 
point of view of making maximum use of the abundant factor--la-
bor--may not be appropriate for Ceylon . Actually there are two 
schools of thought on this aspect of factor intensity criteria. 
One view is expressed in the United Nations reports: "It is 
labour intensive rather than capital intensive industries that 
would appear likely to possess the great relative competitive 
advantages even when the productivity of labour is somewhat 
lower than in the more advanced countries.'' 4 The opposite 
argument stresses that capital intensive projects may have suf-
ficient advantages in productivity and efficiency so that the 
loss due to the use of scarce capital rather than abundant 
4united Nations, Processes and Problems of Industrialization . in 
Underdeveloped Countries (New-York: 1955), p. 69. 
labor is more than offset. 5 Be that as it may, a tire factory 
will provide direct employment for a number of people, as well 
as employment for others in the peripheral areas. 
The industry will also serve as a training ground 
for various kinds of skilled workers needed throughout the in-
dustrial sector such as mechanics, machinists, electricians, 
welders, etc. This training will not be confined to technical 
personnel alone, as supervisory and managerial personnel will 
also be given the opportunity of developing their skills and 
acquiring new techniques. This supervisory art is applicable 
to all industries and is readily transferable from one to an-
other, but the necessity for specialized experience undoubtedly 
tends to limit their mobility among industries. 
Another benefit to the economy is that such an in-
dustry will provide a source of direct revenue to the state. 
Presumably a factory will not be established if there is no 
likelihood of it being commercially profitable. The other 
readily perceived benefit is that the industry will use raw 
rubber, a local product, even though in modest amounts, and 
convert this to a higher valued end product. These by no means 
5Galenson and Leibenstein, "Investment Criteria, Productivit y 
and Economic Development," Quarterly Journal of Economics 
(August, 1955), p. 351. 
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exhaust the number of possible advantages to the economy aris-
ing out of the local manufacture of tires, but they do indicate 
the main benefits to the country. 
Requirements for the Manufacture of Tires 
For the production of tires and tubes, rubber must 
be mixed with chemicals and fillers which give it the proper-
ties desired in the end product. Although rubber i s the prin-
cipal raw material for the industry, it accounts for 59 per 
cent of the total weight of the materials that are used in the 
mixing process. The other chemicals have all to be imported; 
and of these, thermal blacks , semiactive blacks from liquid raw 
materials, and active blacks from liquid raw materials account 
for 24 per cent of all mixing materials. The balance, 17 per 
cent, covers sulphur, zinc white, and a number of other chemi-
cals. All requirements of rayon cord and other fabrics, as 
well as valves, will have to be imported. While these raw mate-
rials are generally available in the world markets, the factory, 
being far removed from supplies, will have to carry a con-
siderable inventory. The quantities of the mai n raw mate-
rials required for the manufacture of 250,000 tires are shown 
in Table 11. 
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TABLE 11 
CONSUMP TION OF THE MOST IMPORTANT RAW MATERIALS 
Material 
Natural Rubber 
Natural Latex (D.R.C.) 
Reclaimed Rubber 
Sulphur 
Carbon Blacks 
Petrol 
Rayon Cord 
Monofilament 
Chafer, Coarse Calico 
Wire 
Quantity (Tons) 
2,589 
40 
16 
56 
1,034 
73 
653 
3.3 
66 
166 
Source: State Institute for Designing Rubber Industry Enter-
prises, Project Report, Part 1, Ceylon Tyre Factory 
(Moscow: Sept., 1961), p. 21. 
No attempt is made to itemize all the equipment that 
is needed for the manufacture of tires and tubes. Instead, 
the main units in the various shops will be given. In the 
compound preparation shop, where the main activity is the 
mastication and preparation of rubber compounds, the signifi-
cant items of equipment are an internal rubber mixer, a four-
roll cord calender, and a tread building machine. 
In the tire building shop the main items of equipment 
will be eight tire building machines, three for single-ply 
building of car tires and five for band building of truck tires. 
In the vulcanization shop a total of seventeen i ndi vidual vul-
canizers are required. Of these, nine are for car t i res and 
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eight for truck tires. In the tube and flap shops, e i gh t indi -
v i dual vulcanizers are bel i eved suffic i ent t o handle the pro-
duction of tubes and flaps. Besides these maj or p i eces of 
equipment, the manufacturers of tires and tubes wil l need a 
considerable var i ety of auxil liary and servi ce equi pment. All 
equi pment has to be i mported. 
A descripti on o f t he passenger-car t i re-buildi ng 
process may be of i nterest. Passenger-car t i re-buildi ng i s 
carried out by the s i ngle-ply method on automat i cally controlled 
machines with collapsible feeders. Rolls of cut cord are con-
veyed to t he tire building section, where t hey are placed on 
l et-off stands ; here the cord plies are unrolled before stack-
ing t hem on the feeder of the tire builder. The cut cord plies 
are arranged in the feeder in a defi nite order and are con-
veyed to the buildi ng drum i n a str i ct sequence. 
Tread application to the carcase i s carried out with 
a strip from a feeder, located on a platform over the feeder 
for t he cord plies. Tread i s delivered from the tread store 
by an overhead cha i n conveyor. Breaker cord plies and chafer 
str i ps are applied from t he feeder s i tuated underneath, be l ow 
the shelves for t he pl i es. 
Beads are de livered fr om the store to the tire build-
i ng sect ion in bundles on trucks and are taken by the operator 
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as and when required to the tire building machine . After the 
built tire is taken off the drum of the tire building machine, 
the butt of the tread is consolidated on the consolidation 
machine. The green tires are put on a belt conveyor which 
t akes the tires to the inside painting and inspection areas. 
The green tires, after painting, are conveyed by a 
belt conveyor to the expanders for shaping, i.e. for impart-
ing a form close to the finished tire contour. Then the tires 
with curing bags inserted into them are hooked up on an over-
head conveyor which serves as a green-tire intermediate store; 
the tires are stored for nine hours. 
From the conveyor the tires are loaded into the vul-
canizer by a mechanical tire loader. In order to prevent tires 
from sticking to the mold, the latter is sprayed with poly-
siloxane lubricant. The vulcanizer is then closed and main-
tained at a temperature of 145-165° C for a period of one and 
a half hours. 
After the tire curing process is completed, the tires 
are unloaded onto a belt conveyor for transport to the cur i ng 
bag extractors. The tires, freed from the curing bags, are 
delivered to the balancing machi ne, from where the tires are 
conveyed through the painting and inspection areas and into the 
f inished stores. 
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The total consumption of steam in a plant of this 
designated capacity is 23,030 tons. The cost of generation of 
steam per ton works out to Rs 17 per ton. The necessary fuel 
f or steam generation will have to be imported. The total amount 
of water in circulation will be 3,521 million cubic metres 
approximately, at a cost of 10 cents per cubic metre. Power 
requirements would be 13,384 million K.W.H. This quantity of 
power can be drawn from the existing supply at 11.8 cents per 
K.W.H. 
The labor needed for operating the factory and auxil-
liary services has been broken down into the various section 
requirements and are given accordingly. In the main production 
shop a total of 283 workers will be employed, taking into account 
a 10 per cent absentee rate. The number of engineers and tech-
nicians required in this section is 16. In the auxilliary and 
service shops, the total number of workers is 187 with 45 en-
gineers and technicians. The total for the whole factory is 
470 workers and 61 engineers and technicians with 20 office 
employees, giving an over-all figure of 551 employees. 
On the management side, a total of 27 posts will 
come into being. Of these, six are to be filled by engineers, 
including the post of the manager of the factory. Six other 
posts call for technicians, while two require an economics 
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back ground. While no difficulty can be visualized with re gard to 
the lower levels of employment , it may be a problem to obtain 
technical men with suitable qualifications to fill the posts 
i n the higher echelons . 
Discussions are currently takin g place between the 
government of Ceylon and the Soviet Union on the possibility 
of establishin g a f actory with an annual output of 250,000 
tires with Soviet aid . A team of Soviet technicians, in col-
l aboration with Ceylonese personnel from the Development Divi-
sion of the Ministry of Industries and from the Ceylon Insti-
tute of Scientific and Industrial Research, has prepared a 
report on the possibility of the manufacture of tires in Ceylon. 
The preceding sections have drawn heavily on this re port6 f or 
information covering the various aspects of manufacture. 
Apparent Difficulties 
While the lack of suitable personnel to man the 
higher management posts can be a source of difficulty in the 
successful operation of this plant , there are further problems 
that can arise in the course of operation. It is quite probable 
that a fair quality tire will be produced at t his f actory, but 
this will soon be outmoded, as the research facilities available 
to the tire factories in America , the United Kingdom, and t he 
6s tate Institute for Desi gnin g Rubber Industry Enterprises, 
Project Re port, Part ~' Ceylon Tire Factory , (Moscow: 
Sept ., 1961). 
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continent will not be available to the local factory for it to 
continue on progressive lines. Unless local production can be 
tied in with foreign manufacturing "know-how, " it i s difficult 
to see how local tires can keep abreast of new techniques and 
materials of construction. And unless Ceylon produces tires 
that are comparable to those produced abroad, she can have no 
hope whatsoever of even trying to export these tires. 
There is another factor which may handicap local pro-
duction. The market for tires follows closely the number and 
the use of vehicles. It has two ~rincipal aspects: supplying 
original equipment for new vehiclr s and supplying replacement 
tires for vehicles in service. The former market is non-
existent in Ceylon, and it is only the latter market that will 
be available for local tires. 
be expected to expand rapidly 
Thi market for tires would hence 
as hhe transportation system is 
I 
developed. There has been a considerable degree of expansion 
i n the transport system as is evikenced by the figures of motor 
vehicles in use as shown in Table 12. 
Recently a ban has been imposed on the import of 
motor vehicles, so that it i s unlikely that the market for 
tires will expand. This slowdown in the market expansion will 
present a threat to the economics of the factory, especially as 
far as the immediate future is concerned. 
I 
82 
TABLE 12 
MOTOR VEHICLES IN USE, 1938, 1948, and 1953-1959 
Year 
1938 
1948 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
Passenger Cars 
21,000 
27,000 
49,800 
51,800 
55,200 
59,100 
63,600 
68,100 
74,700 
Commercial Vehicles 
6,900 
12,500 
19,000 
19,600 
21,500 
23,300 
25,300 
27,400 
30,200 
Source: United Nations, Economic Bulletin for Asia and the 
Far East, Vol XI, No. 4, Table 5, p. 53. 
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CHAPTER VI 
CONCLUSIO~S 
An analysis of economic conditions, prevalent in 
Ceylon, as presented in this thesis, bears out the validity 
of the cliche: "a country is poor because it is poor." The 
same analysis brings out certain advantages that Ceylon pas-
sesses, which can help the country to break out of this vicious 
circle. Chief among these is the existence of a sector of the 
economy where productivity is high--the plantations and the 
activities connected with them. Ceylon has a further advan-
tage in that income levels are nof so low as to afford a neg-
ligible demand for industrial products, either for consumption 
or for investment. In other words, the initial productivity 
basis for industrialization has already been created and a 
market for manufactures, as shown in Chapter IV, already exists. 
Given these advantages, Ceylon can achieve her goals 
through a program of balanced growth in the various economic 
sectors. This would be a difficult task if she had to depend 
solely on her own resources, but with strenuous domestic efforts 
and a measure of foreign aid, Ceyi on can carry out such a pro-
gram. But in view of the nature of her agricultural products, 
in the long run it is industrialization that will bring about 
any appreciable increase in the standards of living.l 
lThis is not to say that industrialization is a 
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Many hold the view that a program of industrialization 
and balanced growth means that the principle of comparative ad-
vantage is being discarded. Should not Ceylon, in fact, con-
tinue to push her exports of primary products according to the 
princ i ple of international specialization and import the goods 
she needs ? The answer to this question has been covered in 
some measure in this thesis, but in succinct terms, the answer 
is "no",because the notion of balance applies on the global 
scale as well. 
For fairly obvious reasons market prices for primary 
export products have been unfavorable to the producing countr i es. 
If the only effort at economic development is confined to in-
creasing exports of these products in the face of an inelastic 
demand, it would not be a promising line of development. If 
it is reasonable to assume a generally less than unitary price 
elasticity of demand for primary products, economi c growth i n 
underdeveloped countries must largely take the form of an in-
crease in production for the domestic market. It has been shown 
that a domestic market does exist in Ceylon for certain classes 
of manufactured goods, and the industrial program mapped out 
must for economic development. Denmark and New Zealand are 
two predominantly agricultural countr i es with high standards 
of living. In these countries agricultural productivi ty is 
high, and their agricultural products are of a different 
category. 
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for the country covers such manufacture. One o f these projects 
is the local manufacture of tires, discussed at some length i n 
Chapter V. 
Evaluation of the Project 
The size of the local market warrants a production of 
800 tires per day initially. The scale of this operation re-
sults in production costs which are competitive with those of 
alternative sources of supply. Admittedly a sizable propor-
tion of the raw materials, supplies, and spares, required for 
the production of tires, will have to be imported. This en-
tails continuing expenditure of foreign exchange, but this will 
be more than offset by the conserving of foreign exchange, re-
sulting from the local manufacture of tires. 2 
The resultant savings in foreign exchange and the 
other benefits accruing to the country through the setting up 
of a tire factory have already been referred to in Chapter V. 
It is generally true that a manufacturing enterprise such as tire 
production, which operates at a profit, will increase the real 
2
of the total amount of Rs 14.71 million estimated as the cost 
of raw materials for the stated production, Rs 6.75 million, 
or approximately 46 per cent, represents the cost of rubber, 
the local raw material. The balance of Rs 7.96 million covers 
the cost of imported raw materials and calls for a recurrent ex-
penditure of foreign exchange. In 1958 Ceylon imported Rs 22 
million (or its equivalent in foreign exchange) worth of tires. 
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national product of the country. However, market prices and 
costs which a manufacturing firm uses for computations of i ts 
operating statements are only rough indications of the real 
value . to the economy of the output of the factory, and of 
the real cost to the economy of the resources it uses. A 
number of adj ustments have to be made to the pro-forma operat-
ing statements, in order to pass from calculations of net re-
turn for an individual enterprise to calculat ions of net 
return to the economy. 3 
In estimating the benefit whi ch the economy as a 
whole will derive from a manufacturing enterprise, the value 
of the product of that industry should be figured at a price 
no higher than t he price at which the equivalent product could 
be obtained by other means. That i s to say, the value of the 
output s houl d be no greater than the imported cost , in the ab-
sence of all tar i ffs or trade restr i ctions imposed by the i m-
porting country. Also, i f the price to be received by local 
manufacturers includes any direct subsidy, the amount of the 
subsidy must be deducted in figuring the nat i onal economic 
profitability of the project. 
3Bryce, Industrial Development (New York: McGraw Hill, 1960), 
Chapter X, pp. 141-147. A discuss ion on measur i ng national 
economic profitability prospects. 
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A manufactur ing enterprise computes its costs on the 
basis of the going prices it must pay for borrowed capital, raw 
mater i al, wages, etc. But these may not always reflect the 
"true value " of the resources being used to the community at 
large. Where an import tariff affects treprice of a raw mate -
rial needed by the industry, the duty charged on these materials 
is a cost to the enterprise, but not to the economy. In order 
to arrive at the latter, the duty should be deducted from the 
total costs appearing in the operating statements of the enter-
prise. Similarly, other taxes, such as income tax, which are 
properly shown in the statement as operating costs, are not 
real costs to t he economy and therefore should be deducted . 
In the pro-forma estimates of revenue and expendi-
ture for the tire factory, prepared by the proj ect officers, 
the output of the factory is priced at the c.i .f. cost of the 
imported tires; hence, no adj ustment is necessary in the operat-
ing income statement. In the operating costs statement, adj ust-
ments have to be made to take into account the duties and taxes 
paid by the enterprise. If Y represents the net income of the 
factory, D1 the import duty on raw mater i als and supplies, DE 
the export duty on rubber. , T the i ncome tax payable by the 
enterprise, and P the national economi c profit, then 
P = Y + Dr + T - DE 
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According to the project estimates, the net income of the fac-
tory would be Rs 2.4 mill ion. The duty payable to the govern-
ment for raw materials and supplies amounts toRs 1.2 million. 
The loss in revenue to the government, as a result of the non-
export of the quantity of rubber which will be used in the 
factory is Rs 1.1 mill ion. The income tax payable is Rs 4 . 9 
million . From the formula given above , the national economic 
profit works out toRs 7.4 million . 
Qualifications 
It has been the unfortunate experience of government 
industrial ventures in Ceylon that practically every factory 
was started on the basis of commercial profitability, but 
once in ~roduc t ion, they have shown an operating deficit. 
This, in part, may be attributed to the fact that decisions af-
fecting the operation of the factory are based at times on 
political and not solely on business considerations. Other 
factors affecting the efficient operation of these factories 
arise from inefficient and unenterprising management. 
In Ceylon a board of directors, appointed by the 
government, is responsible for the operat i on of a factory, 
but often they are dependent on government patronage for their 
posit i ons on the board of management. Inevitably , their de-
cisions tend to be colored by this fact . Thi s i s very evident 
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i n the sphere of labor relations. The present government i n 
Ceylon is dependent on organized l abor to some extent, and in 
negotiations with the management, the unions are conscious of 
their political strength; the board of management is equally 
aware of this. The unions use their political strength as a 
lever to obtain concessions on wage rates, fringe benefits, 
and working conditions, which would be difficult to justify 
on the grounds of increased productivity. Such concessions 
raise labor costs, and all too soon, the project ends up with 
an operating deficit. 
Other difficulties arise from the stated policy of 
the government that conditions of employment obtaining i n the 
state corporations should be no different from those that exist 
in other sectors of the government. The prevalence of this 
policy of conformity prevents the factories from obtaining 
men of suitable managerial talent and initiative, so necessary 
for the successful conduct of these enterprises as commercial 
units. The tendency in Ceylon has been to mainta in that 
government projects are operated on commercial lines. Actually, 
the checks and balances, built into the organization to satisfy 
government requi rements in such phases as accounting and pur-
chasing, preclude. these units from operating with the speed 
and efficiency which is essential for commercial success. 
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Another factor which takes away the desire of manage-
ment to cont inually seek lowered costs and i mproved or new prod-
ucts is the operation of the Industrial Products Act. In an 
economy where prices are determined by competition and the needs 
of the market place, management is forced into a program of in-
novation and experimentation if the business is to remain profit-
able. The Industrial Products Act provides an assured market 
for the local product, and where necessary, the prices are also 
set by government order. In the result, the industry soon loses 
its initial dr ive and sinks into complacency with no compell i ng 
need to search for i mproved products or better ways of produc-
tion. 
These are some of the drawbacks of government indus-
trial enterprises which cause them to start off wi th high ex-
pectations of profit and end up by becoming white elephants. 
As Eugene Black, President of the World Bank, stated: "Where 
is the incentive for government appointees to reduce labor 
costs if that might mean political opposition?"4 If Ceylon 
is to gain any benefit from the investment of resources in 
government industrial ventures, the government must indeed face 
4Eugene Black, "The Future of Economic Development," Private 
Investment: the Key to International Industrial Development, 
James Daniel, ed. (New York: McGraw Hill, 1958), p. 5. 
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up to these shortcomings and make suitable alterations in her 
policy regardi ng these industrial enterprises. The grant of 
real autonomy to the board of management and to executives run-
ning these enterprises would go a long way towards el i minat-
ing some of these drawbacks. 
Admittedly, the profits of the tire factory, as shown 
in the pro-forma est imates of revenue and expense, are liable 
to error. The realization of profits of the stated order will 
depend on many factors such as labor productivity, technical 
skills, managerial and supervisory capabilities, and perform-
ance of the equi pment. At the commencement of production, 
some of these factors may not operate at the expected levels 
of efficiency. As a result, the profits may be much lower than 
the estimated figure. But with sound, enterprising management 
and supervision, effi ciencies can be improved and mainta ined 
at a level which would make the tire factory a success. It 
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is through the successful operation of this and other projects 
that Ceylon will move closer to her goals of economic development. 
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